Texas Pension Review Boat

House Pensions, Investments, and
Financial Services Committee

March 10, 2021

®

PENsION REVIEW BOARD



PRB Mission

A The PRB is composedbmembersappointed by the Governor.

A The Board oversees all 347 Tegablic retirement systems
both state and local, to monitor their actuarial soundness and
compliance with certain state law.

A Of the 347 systems, 100 are actuarially funded defined benefit
plans, for which total net assets are approximat&B@1 billion
and total membership is ov&x.95 millionmembers.

A Of the100defined benefit plans:

C 7 arestatewideretirement systems

C 17 aremajor municipalretirement systems

C 42 arepaid/part-paid firefighter systems

C 34 arelocal retirement systemseffered byother political entities
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Primary Duties

A Conduct aontinuing reviewsof all Texas public retirement systems

A Conductintensive studiesof potential or existing problems that
threaten the actuarial soundness of public retirement systems

A Provideinformation andtechnical assistance

A Recommengolicies, practices, and legislatial public retirement
systems and governmental entities

A Develop and administer aeducational training progranfor
trustees and administrators of retirement systems

A Prepareactuarial impact statementdor pending legislation
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PRB Pension Funding Guidelig&ge s/zo17)

1. The funding of a pension plan should reflect all plan obligations and assets.

2. The allocation of the normal cost portion of the contributions should be level or declining as a
percentage of payroll over all generations of taxpayers and should be calculated under applicable
actuarial standards.

3. Funding of the unfunded actuarial accrued liability should be level or declining as a percentage of
payroll over the amortization period.

4. Actual contributions made to the plan should be sufficient to cover the normal cost and to
amortize the unfunded actuarial accrued liability over as brief a period as possiblegtaiot
exceed 30 years, with @5 years being a more preferable target rang&or plans that use
multiple amortization layers, the weighted average of all amortization period should not exceed
30 years.* Benefit increases should not be adopted if all plan changes being considered cause a
material increase in the amortization period and if the resulting amortization pexcdeds 25
years

5. The choice of assumptions should be reasonable and should comply with applicable actuarial
standards.

6. Retirement systems should monitor, review, and report the impact of actual plan experience on
actuarial assumptions at least once every five years.

*Planswith amortizationperiodsthat exceed30 yearsasof 6/30/2017 shouldseekto reducetheir amortizationperiodto 30 yearsor
lessassoonaspracticable put not later than 6/ 30/2025
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Funding Soundness Restoration Plan

A If a retirement system receives several consecutive valuations showing that the

a2aiSYQa IY2NIATI GAZYy (IIKSENERR (SEMES A2 G5 M,

sponsoring entity must formulate a FSRP and submit the plan to the PRB.

A The FSRP must be sufficient to reduce the amortization period to 40 idhyears
Plans must reportipdatesat leastevery two years.
A 16 systems have submitted FSRPs.
A Nine systems have achieved their goal and are below 40 years.

A Four other systems are working on developing a Revised FSRP since the initial
FSRP was not met, including one plan subject to a second revised FSRP.

A The remaining three systems are working towards y&ar amortization
period.

A Three systems are subject to the requirement but have not yet submitted their
FSRPs.

A Thirteen more systems are-gisk of becoming subject to the FSRP requirement and
have submitted at least one valuation with an amortization period greater than 40
years.
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Intensive Actuarial Reviews to Date

January 2018 April 2018 October 2018 October 2019
Galveston Police Beaumont Fire Longview Fire Odessa Fire
Greenville Fire Marshall Fire Orange Fire Paris Fire

Irving Fire
Recommendations:

A Adopt a funding policy that requires payment of an actuarially determined contribution,
or at minimum, that fully funds the plan over a finite period of 30 years or less

A Adopt aformal risk/cosk K NAYy 3 FNF YSEG2N] H6A0K a3Idzk NRNJI
uncertainty and guide stakeholders in how benefit and contribution levels will be
modified under different economic conditions

A Closely monitor investment performance including asset allocation and expenses

A Conduct an irdepth assetiability study of potential risks associated with existing asset
mix and liabilities they support. Perform scenario testing of large PROP withdrawals
coupled with potential adverse investment experience

A Regularly review actuarial assumptions against experience, making necessary changes

A Complete required training so that the board can make informed decisions
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Minimum Educational Training (MET) Program

A The 83rd Texas Legislature required the PRB to establish the MET Progran
for trustees and system administrators of Texas public retirement systems,
iIncluding providing online training.

A New public retirement system trustees and administrators are required to
takea minimum of 7 hours of trainingvithin their first year of service;
minimum of 4 hours every 2 years thereafter

A The following provides overall MET compliance by retirement system type:
A Statewide: 95.2%
A Municipal: 94.4%
A Local Fire Fighter: 74.5%
A Special District and Supplemental: 73.6%

A The fullMET Compliance Repgdrganized by system, can be found on the
PRB website.
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https://www.prb.texas.gov/txpen/wp-content/uploads/2021/03/MET-Compliance-Report-11-23-2020.pdf

Legislative Session Resources

AMarch 2021Guide to Public Retirement Systems in Texas
A Texas Public Pension Data Center

A Pension Basics Seminar for legislative stsfrch 15, 2021

A Pension bill tracking report

A Actuarial Impact Statements
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https://www.prb.texas.gov/txpen/wp-content/uploads/2021/03/2021-Legislative-Guide-Final.pdf
https://data.prb.texas.gov/

Agency Activities & Update on New
Requirements for Texas Plans




Major Agency Activities FY 2e4G20

A Adopted rules, published guidance and designed templates$ist
systems in achieving compliane@th new statutory requirements

A Analyzed investment performance evaluatiomsd summarized the
AYVTF2NXYI GA2Y lhwstnieft Berfarmanc® RepditA NA U

A Collaborated with stakeholders throughout the biennium,
culminating inegislative recommendatiorte help enhance
transparency and responsible pension funding
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https://www.prb.texas.gov/txpen/wp-content/uploads/2020/12/PRB-Legislative-Recommendations.pdf

‘MonitoringLegislation: SB 2224

ASB 2224 (86R) required all public retirement systems to adopt a
written funding policy.

AThe PRB has receive@ out of 100funding policies
A The PRB has done the following to help implement SB 2224:

A Worked with systems tdevelop and issue guidancge

A At the request of the systemgrovided a sample funding
policy;,

A Encouraged systems teork with sponsorsto craft the
funding policies;
A Notified sponsors of the new statutory requirement.
A A summary of the funding policies received through the end of
HanHn Aa |GFAtlFIoOotS AYy UKS tw. Qa
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II\/Ionitoring Legislation: SB 322

A Investment Expense Reporting

A To assist retirement systems in compliance with the new requirement, the
PRB hasngaged with systemandaddressed concernsurrounding the
requirement;publishedrulesto assist with reporting investment
expenses; andreated atemplate and anasset class guidas requested
by systems for further assistance.

A Investment Practices and Performance Evaluation

A Systems with at least $30 million in assets were required to select an
iIndependent firm toevaluatethe system's investment practices and
performance and tgrovide recommendationdor improvement.

A The PRB hamdopted guidancedetailing the elements of the evaluation
and clarifying what constituents an independent firm.

A The PRB created anvestment Committego submit aninvestment
performance reportto the Governor and Legislature.
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https://texreg.sos.state.tx.us/public/readtac$ext.ViewTAC?tac_view=4&ti=40&pt=17&ch=609&rl=Y
https://www.prb.texas.gov/txpen/wp-content/uploads/2020/03/SB-322-Template-for-Reporting-Investment-Expenses-in-AFR.xlsx
https://www.prb.texas.gov/txpen/wp-content/uploads/2020/02/2020.01.15-Asset-Class-Categorization-Document.pdf
https://www.prb.texas.gov/txpen/wp-content/uploads/2020/11/Investment-Practices-Report.pdf

Investment Performance Report

A Texas Government Code Section 802.0)08¢uires the PRB to submit
anlnvestment Performance Repdhat both compiles and summarizes
the information from the evaluations and include the report in the
F3SyO0eQa . ASYyAlf wSLER2NIO (02 GKS |

A This report containaggregate analysis of the evaluations, a summary
of each individual evaluation and resourcascluding a compilation of
references from the evaluations to help systems access best practices
and relevant benchmarking resources.

®

PENSION REVIEW BOARD -


https://www.prb.texas.gov/txpen/wp-content/uploads/2020/11/Investment-Practices-Report.pdf

Recommendations to the 87th Legislature

Funding Policy Statute
A Add the plan sponsor to the funding policy requirement.

Funding Soundness Restoration Plan (FSRP) Statute
A Increase sponsor accountability and tie funding policy and FSRP together.
A Update the threshold, target and trigger.
A Update timelines and consequences if original FSRP is not working.

Investment Performance Report

A Amend statute to require evaluations to detail how the evaluator
determined the need, or lack thereof, for any recommendations.

A Amend statute to require a formal revieand-comment process before
publication.

A Review and consider the feasibility of whether an independent firm
conducting the evaluation should be a different firm from the one that
helpﬁd the system develop its existing investment policies, procedures and
practices.

A Amend statute to require evaluators to identify their qualifications and
potential conflictsof-interest, codifying existing PRB informal guidance
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Key Metrics for Texas Public Pensions

%
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Key Actuarial Measures

ATwo measureF NBIj dzSy G f & dza S Rfinangial hredlth S &4 a
funded ratio and amortization period.

AFundedRatioL i A& GKS LINRPLRZ2NIA2Y 27F |
are covered by the assets. It is the ratio of the assets to the liabilities
(AVA/AAL).

A Amortization Period (Am. Pd.)fhe amortization period or funding
period is the expecteg@eriod of timefor a system to pay off its
unfunded liability (UAAL).

®
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Assets Liabilities Trends

Since2009 the overallunfundedactuarialaccruedliability (UAAL) hassteadilyincreasedrom $38.6 billion in 2009to
$84.9 billionin 2019 Theaggregatdundedratio, in turn, hasdecreasedvertime from 83.2%to 77.3%

Actuarial Asset-Liability and Funded Ratio Trends
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Amortization Periods

The PRPension Funding Guidelinestablish a maximum amortization period of not
more than30 yearswith a preferred target range of 10 to 25 years.

Amortization Periods
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Assumed Rates of Return

A The average assumed rate of return for Texas retirement systems is currently
7.17% The national average 618%(NASRA, February 2021).

A In response to projected market conditions and actual plan experience,
retirement systems across the country, including Texas, rechgced their
return assumptionsn recent years and we expect this trend to continue.

A The rate of return assumption iskay economic assumptiothat has an
Inverse correlation with the liability and shetegrm contribution
requirements of a plan. A higher return assumption leads to a lower liability
and contribution requirement and vice versa.

A ERSowered its return assumption in 2018 froB%to 7.5%and again in
2020 to7% TRSowered its return assumption fror@%to 7.25%in 2018.

®

PENSION REVIEW BOARD 18



Investment Return AssumEtion Trends

Investment Return Assumptions
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Average Actual Investment Return Treadsis

Average Actual Investment Returns

Discount Rate
Long-Term
10-year
3-year

1-year

District / Supplemental

13.68%

Municipal

12.97%

7.75%
8.08%
8.36%

Statewide

Local Firefighter

15.49%

Fiscal year 2019 returns generally exceeded assumed rates of return by a large margin for plans with a December
fiscal year end, which is approximately tiVords of all plansL.ongterm return is 30 years or longest term
available. All figures are net of fees. Assumed returns obtained from most recent actuarial valuation reports.
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Average Asset Allocatien 2009 v 2019

2009
2019
49%
Equities
55%

29%
Fixed Income

Alternatives
1%
2%
Real Estate
5%
12%
Mutual Funds
1%
6%
Other
2%
Otherincludescapital assets, receivables, securities lending collateral, liabilities and cash. The
@ allocations provided are an unweighted average of all Texas defined benefit plans. Figures are obtained

from the annual financial reports and may differ from allocation targets in investment policy statements.
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COVIEL9 and Texas Plans

A The impact of the COWID® pandemic on Texas public pension
plans is still emerging. The pandemic has the potential to affect
plan contributions, investment returns, and demographic
experience.

A In the near term, the most significant impacts are likely to be
budgetary constraints. Decreased revenues and increased costs for
the plan sponsor make it more difficult to address potential
contribution shortfalls.

A The longterm impacts are uncertain, but persistent low interest
rates may force plans to continue to reduce expected investment
returns, thereby increasing the needed level of contributions. This
will be further exacerbated if total payroll growth is lower than
expected.
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{\\\,j Texas Pension Review Board PlanData Comparative Data  Aggregate Data
\{

Texas Public Pension Data Center

This data center is meant to provide lawmakers, taxpayers, pension systems, and other stakeholders with current,
historical and comparative public pension information. As part of its mission, the Pension Review Board compiles
and reviews data from state and local public retirement systems in Texas. This website contains information

reported by retirement systems to the PRB.

View Plans Compare Plans All Texas Plans

Select a pension plan to view Select a peer group by plan View key indicators of financial
current and historical data. type or asset size to view health for all Texas plans in the
comparative data. aggregate.
VIEW DATA

VIEW DATA VIEW DATA




Aggregate Data
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PRB Online Data CentelPlan Data

available athttps://data.prb.texas.qgov/

b4 &y
e
Texas Public Pensioh Plans
A " —— - ==y
L [ —— |
" — . —— o e —— E— . e —— =

reported by retirement systems to the PRB.

Locate a Pension Plan

Select a plan and view key indicators of financial health over
time.

Select a plan
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https://data.prb.texas.gov/
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Qj Texas Pension Review Board PlanOuta ComparstiveDuta  AggregeteDeta  Home

Dallas Employees' Retirement Fund

m rem Net Assets Soe Contributions Contribution Type v=ar End

Active: 7,427 $3,658,088,000 Employee: 1332 % Other
Annuitant: 7405 Employer: 1414 %

The Dallas Employees' Retirement Fund was established by ordinance in November 1943 and became effective in

January 1944 after ratification by the voters of the City of Dallas. The Plan derives its authority from Chapter 40A
of the Dall
disabili
members in the Plan,

administrative boards or commissions, part-time employees working less than one-half time, temporary

City Code. The Plan is a single-employer defined benefit pension plan that provides retirement

and death benefits to its members, and is sponsored by the City of Dallas. All employees of the City are

cept police officers, firefighters, elected officers, non-salaries appointee members of

employees, individuals working under contract, and individuals whose salaries are paid in part by another

government agency.

Actuarial Finaneial Investments

. Amortization Period Trends

80 -

Years

20 -
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Valuation Date

—— 10yrs 25yrs  —— 30yrs

Aretirement system'’s effective amortization period is defined by the PRB as the time it would theoretically take
to fully fund the system's unfunded actuarial accrued liability (UAAL), if any exists. The effective amortization

period assumes no future gains or losses and factors in both the plan's stated and historical contribution policy.

The calculation is done at each actuarial valuation which is conducted every year or every two years. If no bar
appears for a particular fiscal year, the amortization period is zero.

Download Data
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PRB Online Data CenteComparative Data

Compare by Type

T A )8 o

Local Firefighter District / Municipal Statewide
Local plans organized Supplemental Major municipal plans Statewide plans
under the Texas Local Local plans either in state law or including two cash

Fire Fighters Retirement administered by special local ordinance. balance plans that
Act. purpose districts or as municipalities, counties

supplemental plans. and districts may join.

View Data

Compare by Total Assets

Less than $10M $10M to $50M $50M to $100M $100M or Greater
Plans with less than $10 Plans with at least $10 Plans with at least $50 Plans with at least S100
million in total assets million and less than million and less than million in total assets
$50 million in total $100 million in total
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PENnSsSION REVIEW

Municipal FY 2019

There are 17 municipal retirement systems including 14 systems enabled by Article 6243, Vernon’s Civil Statutes
and three created by city ordinances or charters, which are the Dallas Employees’ Retirement Fund, City of El

Paso Employees Retirement Trust, and Galveston Employees’ Retirement Fund.

Actuarial Financial Investments

Amortization Period
FY 2019

Years
0 20 40 60 80 100
1 1 1 1 1 1

Austin Police =|
Dallas Emps =
Fort Worth Emps =
Austin Emps =
Dallas P&F =

El Paso Police =|
Galveston Police |
Fort Worth Staff =|
Houston Police |
Houston Muni =
Houston FF -

El Paso FF =|
Austin FF =
Galveston Emps -
El Paso City Emps =
San Antonio F&P =

Dallas P&F Supp -]

—— 10yrs —— 25yrs —— 30yrs

Aretirement system's effective amortization period is defined by the PRB as the time it would theoretically take
to fully fund the system's unfunded actuarial accrued liability (UAAL). The reported amortization period takes
into account the plan's amortization policy and contribution history. The chart displays Municipal retirement
systems' effective amortization periods for the selected fiscal year. If an actuarial valuation was not completed

:al year, the immediately preceding fiscal year is shown.

Download Data

BoARrD
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Resources

A PRB Public Pension Data Cendsmilable at:
https://data.prb.texas.qov/

A PRB Online CourseActuarial Matters, Benefits Administration,
Investments, Governance, Fiduciary Matters, Ethics, Risk
Management

A Available athttp://www.prb.state.tx.us/resourcecenter/trustees
administrators/educationatraining-program/

WWW.prb.texas.qov
512-463-1736
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https://data.prb.texas.gov/
http://www.prb.state.tx.us/resource-center/trustees-administrators/educational-training-program/
http://www.prb.texas.gov/

